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Introduction 
On December 22, 2017, Tax Cuts and Jobs Act (TCJA) was signed into law, making 
significant changes to the United States (U.S.) tax code. As the current tax season is underway, 
there has been discussion concerning how the tax code changes may impact the country and the 
individual. One of the more influential changes related to the TCJA is lowering the corporate tax 
rate from 35% to 21%. This change alone creates a loss of $1.3 trillion over the next decade 
(Center on Budget and Policy Priorities, 2018). To partially counteract this loss, Congress 
revised Sec. 163(j) to add stricter limitations on the deduction of business interest expenses. 
These limitations have the potential to make up a portion of the loss. 
The changes to Sec. 163(j)1 have the potential to influence the capital structure of C 
corporations2 as well as the decision-making process to finance their operations.3 To address the 
change in Sec. 163(j) and the impacts on C corporations, this paper will discuss the history of the 
code section, involving defining earning stripping, the language of the current code section, 
explaining the new limitations, and a comparison between the prior and current code section. 
Next, the paper will run through a problem comparing the prior and current code section to better 
illustrate the impact of the change. Finally, the paper will discuss considerations for C 
corporations and the future possibilities of the code section’s influence. 
While all forms of businesses and individuals are potentially limited by Sec. 163(j), the 
paper will analyze the impact of the change on C corporations. Hereafter, C corporation will be 
referred to simply as corporations.  
                                                          
1 Section 163(j) of the Internal Revenue Code of 2017, as amended (hereinafter “current code”) 
2 C corporation is any corporation that is taxed separately from its owners 
3 Capital structure is defined as financing the company through a distribution of obtaining debt or acquiring equity 
through the selling of shares. 
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History 
The United States has used taxes as a source of revenue since the early years of the 
country. The U.S.’s tax system was set-up by the federal government as a source of revenue to 
run governmental programs and agencies to help the community and provide certain services for 
those in need. The federal government pays for services such as national defense, health care 
programs, Social Security benefits, and investments in infrastructure with the revenue brought in 
from taxes (Center on Budget and Policy Priorities, 2018).  It wasn’t until 1909 that the federal 
government imposed a tax on corporate income at the corporation (Tax Policy Center, n.d.) For 
fiscal year 2017, the corporate income tax raised $297 billion for the U.S. government, 
accounting for 9 percent of total federal revenue (Tax Policy Center, n.d.). The tax law writers 
want to shape the way Americans and society act in manners that are deemed right and beneficial 
for the country. The U.S. tax system gives benefits to those who are acting in the right manner, in 
the fashion of deductions and write-offs. Individuals and businesses try to take full advantage of 
these opportunities to lower their tax bill each year.  
One form of reducing a corporation’s tax liability is through earning-stripping. Earning-
stripping is when a U.S based corporation pays interest to a foreign-affiliated parent corporation 
that is set up in a lower foreign tax bracket. The U.S. based corporation receives the benefit of 
paying part of their income to the parent corporation while taking deductions for the business 
interest expense, potentially reducing the U.S. tax liability substantially.  
In 1989, Sec. 163(j)4 was enacted to limit earning-stripping that was occurring in the 
United States (Ruffner &Tighe 2017). This was the government’s solution to try and deter 
                                                          
4 Section 163(j) of the Internal Revenue Code of 1986, as amended (hereinafter “prior code”) 
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earnings stripping from happening. The money being sent overseas had little to no tax being paid 
on it, therefore the U.S. government didn’t want to allow a deduction on interest expense when 
no corresponding tax revenue was being received.  
This concept was operationalized through Sec. 163(j) which disallowed the business 
interest expense deduction to a related party. The code section did this in three ways. First, it 
limited the interest expense deduction if the interest expense was being paid to a related party 
who either was not subject to U.S. tax or was subject to a treaty-reduced rate. A related party is 
defined under Sec. 267 as two members of the same controlled group. A controlled group occurs 
when one entity owns more than 50% of the total voting power (or more than 50% of the total 
value of all shares of each corporations) or when the common parents corporation owns more 
than 50% of the total voting power (or more than 50% of the total value of shares) (Erwin, 2017). 
This goes back to the idea that income not being taxed, or taxed at a lower rate, will not be able 
to take the tax benefit of the deduction.  
Second, if a corporation’s debt to equity ratio exceeded 1.5 to 1.0, it was not allowed to 
deduct the interest expense because it was considered highly leveraged by debt. In the prior code 
section, the debt-to-equity ratio was calculated by dividing the corporation’s total liabilities by 
total equity. The current code section does not use this ratio as a limitation. If debt was one and a 
half times greater than the equity, a corporation was considered highly leveraged by debt. This 
term meant the corporation was financing their operations more heavily on debt than equity. The 
ratio allowed investors a snapshot of the corporation’s capital structure and how it was financing 
its operations. This limitation was put in place to avoid corporations from taking on excess debt 
to take advantage of the tax benefit. 
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Third, if the corporation had excess interest expense valued greater than the sum of 50% 
of the adjusted taxable income and any prior excess interest expense from the last three years, the 
current year’s interest expense would be disallowed. This limitation’s purpose was to try to avoid 
corporations from being highly leveraged by debt and potentially cutting their tax liability by a 
substantial amount. Additionally, the code section was trying to limit the amount of interest 
expense a corporation would have over a period of years. When the limitation included the 
restriction including the prior three years’ interest expense amount, the code section was 
attempting to deter corporations from having a large amount of interest expense for years to 
come. If the corporation did, it would lose the ability to deduct any interest expense for the next 
four years. 
If a corporation met both limitations, then the interest expense deduction was limited by 
excess net interest expense over 50% of adjusted taxable income. Essentially, the related party 
interest of a highly leveraged corporation was limited by 50% of their adjusted taxable income. 
Current Code Section 163(j) 
 The current Sec. 163(j) changed the limitations for the interest expense deduction to the 
sum of the interest income, 30% of the adjusted taxable income, and floor plan financing interest. 
The current Sec. 163(j) puts a 30% limitation on the business interest expense deduction to 
related and non-related parties. This section of the paper will define and analyze each part of the 
limitation in further detail. 
The IRS has concluded that all interest income and interest expense for corporations is to 
be considered business related (Bogdanski, 2018). This makes determining the amount of interest 
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income and expense the corporation holds easier, as there is no need to distinguish between 
business related and non-business-related income and expenses.5 
Under the current code section, a trade or business is defined by stating what it does not 
include. For corporations, it is assumed the company is a trade of business and potentially 
limited by the code section.6 
There is an exemption to the limitation for small businesses. Any business that has 
average annual gross receipts for the three previous tax years not exceeding $25,000,000 is 
exempt from the limitation. 
First, the code section limits the interest expense deduction to the level of interest income 
the corporation received in the corresponding tax year, potentially deducting up to the amount of 
interest income it has received. This allows a corporation to at least deduct their interest expense 
for the amount of interest income brought in for the tax year. This is a matching principle that 
management will want to keep an eye on for possible changes. If a company has long term debt 
in its portfolio, management might want to consider trying to increase their interest income to 
take advantage of the deductibility of the interest expense already being paid out every year. 
Additionally, management might want to consider having long term interest income to match any 
long-term interest expense the corporation has taken on. 
Second, the interest expense deducted is limited to 30% of the adjusted taxable income 
(ATI). Adjusted taxable income is calculated using taxable income of the taxpayer and is 
computed without regards to certain items. These items include: business interest expense, net 
                                                          
5 For other business structures such as partnerships, the entity must differentiate between interest 
income/expense and investment income. 
6 For such business structures other than c corporations, see Sec. 163(j)(7) 
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operating loss deduction, business interest income, and floor plan financing interest expense. The 
idea is to determine what the taxable income is before taking any possible deductions. For years 
2018-2021, depreciation, amortization, and depletion are added back to the calculation of 
adjusted taxable income. After 2021, this add back will no longer be adjusted for. This add back 
for the four-year period will allow the interest expense deduction to be a higher amount than it 
will be after 2021. This add back period is to help with the transition with the new limitations. 
The period should be strategically used to allow corporations to plan and adjust their debt to put 
them in a better tax position in future years. Table 1 provides a table to help calculate adjusted 
taxable income.  
(Insert Table 1) 
Third, the limitation is adjusted for the floor plan financing interest. This interest is the 
interest paid or accrued and used to finance the acquisition of motor vehicles being sold or leased 
to customers. For example, a car dealership will get a loan to pay for the vehicles it will sell on 
its lot. The interest paid on this loan would fall under their floor plan financing interest and be 
fully deductible under Sec. 163(j). Floor plan financing interest does not limit the overall 
deductibility of the business interest expense. It does not add into the limitation; the corporation 
can simply deduct the full amount in the given tax year. 
Any amount that is disallowed by the three limitations are carried forward to the 
succeeding tax year. The disallowed interest expense deduction will have to go through the three 
limitations for the succeeding tax year before it can be deducted. The carried forward amount is 
always a second priority when it comes to the current tax year. The ordering rules state that the 
current year’s interest expense needs to be fully deductible until the corporation can deduct any 
carried forward amount. 
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Comparison of Sec. 163(j): Prior Versus Current 
 Two significant changes to Sec. 163(j) impacting corporations are the (1) limitations 
related to business interest expense paid to any party (rather than only to related parties) and (2) 
the removal of debt-to-equity ratio as a limitation. Originally, 163(j) was written to deter earning 
stripping. This was evident when related party interest was not deductible. Removing this takes 
emphasis away from earnings stripping and turns the attention toward how corporations are 
structuring their capital. Nowadays, corporations are not as influenced to take on a significant 
amount of debt over equity. Additionally, removing the debt-to-equity ratio limitation changed 
the focus from controlling the amount of debt held over equity to a focus on maintaining and 
increasing high enough profits to have the potential to deduct the full amount of interest expense 
accrued over the tax year. 
The House Ways and Means Committee believes that companies will undertake more 
debt leverage due to the deductibility of the interest payments than they would in absence of the 
tax system (Seago, Orack & Schnee, 2018). One way to deter corporations from leveraging too 
much debt is to limit the interest expense deduction. The current code section limits all interest 
expense deductions, not just the related parties interest deduction. Previously, Sec. 163(j) 
disallowed interest deduction to related parties; now, all business interest expense is potentially 
limited by the code section. Previously, a loophole around the limitation was to obtain debt from 
unrelated parties, allowing the corporations to take advantage of the interest expense deductions. 
Now, corporations will have to discover a new business strategy to get around the interest 
expenses deduction limitation. 
Additionally, this change in the code section will force corporations who need to leverage 
by debt and depend on the deductibility of the interest payments to make wise decisions in the 
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coming future. Before, the interest expense was deductible because the corporation obtained the 
debt through an unrelated party and wasn’t considered highly leveraged by debt in relation to 
Sec. 163(j). Now, the code section limits all business interest expense. 
 The second change between the prior code section and the current one is the absence of 
the debt-to-equity limitation. The amount of debt and equity a corporation has is mostly 
influenced by management and decisions that are made internally. This ratio was a number the 
corporation was aware of and could easily predict and control. Also, it was a sign to management 
to be mindful of how much debt the corporation was taking on at a time. Now that this limitation 
is replaced by the 30% of ATI, it is not as controlled by management as before. ATI is based off 
taxable income with the addition and subtraction of certain business items. This number can be 
unpredictable as it depends on the economy and consumer behavior.  However, the limitation 
may have been removed so Congress doesn’t appear to be to influencing corporations’ capital 
structures. This potential influence is the idea behind the code section, with the benefit of 
bringing in additional revenue (Seago et al., 2018). A factor in the change in the code section 
was the need to bring in revenue to pay for the services mentioned earlier in the paper.  
Example Comparing the Code Section: Prior versus Current 
To better illustrate the change in Sec. 163(j), consider the following example: 
USA Inc. has a debt-to-equity ratio for the year of 2 to 1, taxable income for the tax year of 
$140,000, and no excess limitation carryforward. USA Inc. received taxable interest income of 
$200,000 and pays interest of $560,000, of which $160,000 is disqualified interest paid to a 
related corporation that will not pay U.S. tax on its interest income (Pasmanik, 2016). 
(Insert Table 2) 
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Depicted in the table 2 is the comparison of Sec.163(j) previous versus current and the 
impact it can have on a corporation’s business interest expense deduction for the corresponding 
tax year. In prior Sec.163(j), the limitations are based off of related parties, debt to equity ratio, 
and the amount of excess interest expense. In this example, $160,000 of the $560,000 interest 
expense was to a related party; henceforth, it is considered disqualified for the deduction. 
Second, the debt-to-equity-ratio exceeds the limitation of 1.5 to 1.0, limiting the deduction. 
Because the corporation meets the first two limitations, the deduction is limited by the excess 
interest expense. Therefore, the interest deduction using the prior tax code is $450,000.7 
In comparison, the right side of the table represents the current code section. In 
calculating the limitation, the sum of the interest income of $200,000 and 30% of ATI of 
$150,000 provides a limit of $350,000 for the interest expense deduction.8 Compared to the total 
amount of interest expense ($560,000), $350,000 is deductible in the current tax year with 
$210,000 ($560,000-$350,000) carry forward into the succeeding tax years. 
In this situation, prior code section was more favorable for the company’s deduction in 
the prior code section. In order for the interest expense deduction to remain the same, the 
corporation will have to adjust how much debt they hold or increase their adjusted taxable 
income. The paper will further discuss considerations and the future for the corporation in order 
to adapt to the change in the code section. 
Considerations for a Corporation 
                                                          
7 $560,000 of business interest expense less $110,000 excess interest expense 
8 If there was floor plan financing interest, this would also be added to the sum. In this case, there is no such value, 
so it was not taken into consideration. 
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With the prior code section, management had to be mindful of amount of debt the corporation 
took on from year to year to take advantage of the deduction. With ATI as part of the current 
limitation, the predictability of the deduction is reduced as it is caused by factors outside of 
management’s power. Corporations will have to be aware of their earnings for the year, as the 
fluctuations in earnings can potentially limit the amount deducted for the tax year (Wynman & 
Wai, 2018). As the amount of debt and equity is in the control of management, earnings for the 
tax year rely on several factors management does not have direct control over. Poor planning or 
unforeseeable losses can have a negative impact on the company’s ability to lower their tax 
liability. 
 Another concern related to the 30% limitation is the deductibility of the carried forward 
amounts. Under ideal conditions, the interest payments and earnings would be roughly 
consistent, allowing corporations to take the same interest deduction year to year. However, 
corporation’s earnings generally fluctuate. The fluctuations in earnings could potentially 
disallow the corporation from ever deducting the carried forward amount of interest. 
Corporations have two options: increase ATI or lower interest expense for the tax year. If neither 
of these possibilities are obtainable in the near future, there is potentially a continuous cycle in 
which the carried forward balances keeps growing and are never fully realizable.  
Debt versus Equity 
The two sources of capital for a corporation are through debt and equity. Debt is money 
received through some form of a loan that has a fixed interest rate. It is typically easier to obtain 
debt, as a corporation needs to go to a bank and agree on the terms of the loan. Additionally, debt 
does not require a corporation to give up any ownership of the company. The disadvantage to 
debt is required fixed payments are due back to the lender, whether or not the company is 
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profitable. Equity is another form of capital, but it requires the corporation to give up part 
ownership of the company in exchange for capital. The advantages of acquiring equity are there 
are no fixed interest payment to the investor, and the corporation possibility gains a 
knowledgeable investor that can assist in making the corporation more profitable. Table 3 
provides a summary of the advantages and disadvantages of the two different types of capital a 
corporation can obtain to finance their operations. 
(Insert Table 3) 
Influence of Rates on Deciding Corporation’s Capital Structure 
(Insert Table 4) 
The table illistrates the effect the change in either the rate of return on assets or the 
interest rate has on the deductability of business interest. It is important to note this table is 
considering the business interest expense deduction post 2021, when depreciation, amoritization, 
and depletion are not added back into the calcualtion of ATI. Essentially, the rate of return on 
assets is the amount of profit a corporation makes from its assets. The interest rate is a 
predetermined rate from the debt the corporation has incurred. The table provides nine examples 
of possible scenarios including changing capital and debt, rates of return on assets, and rates of 
interest. In the first example, the rate of return on assets and interest rate are equal, and the 
interest expense is fully deductible. However, in the second example, the interest rate is 
increased and now $3 of the accrued interest expense is disallowed and carried forward to the 
succeeding tax year. In the fourth example, the capital is decreased whille the debt is increased, 
both by $100. Both rates are the same as the rates in the first two examples; however, only $24 
of the $32 interest expense is deducted and the remaining $8 is disallowed for the current tax 
year. In the fifth example, the facts are the same as the fourth example except for a higher 
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interest rate; the actual interest expense increases to $36, the interest limitaiton remains at $24, 
therefore $12 is now disallowed interest expense for the current tax year. 
The table illustrates the impact that changing profits and interest rates can have on the 
deductability of a corporation’s interest expense for a given tax year. It presents a possible 
problem a corporation could face with the current code section and their current corporate 
structure. It will be important to keep the rate of return from assets greater than the rate of 
interest in order to take full advatangtage of Sec. 163(j) (Seago et al., 2018). Management will 
need to make predictions on these expected rates in order to best plan for the deductibility of 
their interest expenses. 
Future 
 The future impacts of anything is always a waiting game to find out what happens. The 
same unknowns hold true for Sec. 163(j). The rules are written with regulations provided for 
more detailed explanations. Also, there are other code sections and decisions made by 
management that can play a role with how Sec 163(j) is played out. Bogdanksi mentions that 
other provisions for business interest deductions are generally applied first; “for example, if an 
interest deduction under 163€ or section 267(a)(3)(B) the expense does not run the gauntlet of 
section 163(j) until the deferral allows it (Bogdanski, 2018). It will be important to understand 
which code sections apply to the business interest expense at hand and if it is limited by 163(j) 
for the current tax year. 
 Corporations’ management will have to use their past experiences and their expectations 
about the future to determine their tax planning. It is impossible for corporations to accurately 
plan; however, management can use trends to best estimate what the current year will look like. 
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 As much as it appears Congress wants to influence corporations’ capital structure, the 
revisions of the code section might not have the capability of doing so. The corporations could 
have capital they are willing to pay in taxes to keep the same capital structure for various 
reasons, such as long-term agreement with lenders, easiest way to raise capital is through debt, or 
there isn’t more shares to stock to sell for the current time period. Other corporations could be 
struggling financially, which is the main reason they needed to leverage with debt, might not be 
able to spare the extra dollars to pay the increase in their tax liability. These corporations might 
need to change their capital structure to stay in good standing financially and continue as a 
business. 
 The revision of Sec. 163(j) was not the only major change to the tax code that occurred. 
With other significant changes such as lowering the corporate tax rate and the provision allowing 
immediate expensing for the acquisition of tangible property, foreign debt may become more 
attractive for corporations looking to take advantage of interest deductions (Reach, 2018).  
Conclusion  
 The only thing about taxes that is consistently the same year after year is that the answer 
to any tax question is it always “it depends.” There are numerous different code sections that can 
play an important role in deciding how to act upon another section. The interplay of the code 
sections plays a vital part in decision making process. The impact of the changes to the code and 
specifically Sec 163(j) is yet to be known; however, there are good indicators that it will have 
some influence over the capital structure of corporations. With the current limitation focused on 
all parties rather than strictly related parties, Sec. 163(j) will have more of a reach to influence all 
corporations leveraging with debt. Additionally, the code section limits are based on adjusted 
taxable income, which is less controllable by management. It is the right time for corporations to 
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adjust and plan for the future with the TCJA. One longstanding impact of Sec. 163(j) that might 
be unintended is the impact on the U.S. banking industry, where corporations obtain their debt 
primarily from foreign sources. Multinational corporations might go shopping for the lowest 
interest rate instead of from a parent corporation or from U.S. banks. As with any version of the 
tax code previous, TCJA could ultimately be changed and revised yet again if the political 
climate changes in the coming years. Time will tell if Congress was successful in their attempt in 
influencing corporations’ capital structures and if corporations are successful in adapting to stay 
in the same or in a more advantageous financial position. 
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Table 1 
Calculating Adjusted Taxable Income 
Addition and Subtraction of Business Items Add Subtract 
   
Taxable Income Start  
Business Interest Expense X  
Net Operating Loss Deduction X  
Deduction for Qualified Business Income under section 199A X  
Depreciation, Amortization, or Depletion Deduction X  
Capital Loss Carryback/Carryforward X  
Any deduction/loss not properly allocable to a non-expected trade or 
business 
X  
Business Interest Income  X 
Floor Plan Financing Interest Expense  X 
Less of: 
   Gain realized on sale or disposition of property 
   Deductions for depreciation, amortization, or depletion taken for such               
property beginning after 2017 
  
X 
 
Any income/gain not properly allocable to a non-expected trade or 
business 
 X 
Total   
 
Table 1 represents a table for the use of calculating adjusted taxable income. For years 2018-
2021, depreciation, amortization, and depletion are added back to taxable income, giving 
corporations a transition period to adjust. After 2021, the add back of the three business items are 
no longer added back in for adjustment. 
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Table 2 
Example Comparing Code Section: Prior versus Current 
Prior Sec. 163(j)      Current Sec. 163(j)       
Adjusted Taxable Income 
     
500,000  Adjusted Taxable Income 
     
500,000  
Business Interest Income 
   
(200,000) Business Interest Income 
   
(200,000) 
Floor Plan Financing Interest 
     
560,000  
Floor Plan Financing 
Interest 
     
560,000  
     
Total Interest Expense 
     
560,000  Adjusted Taxable Income 
     
500,000  
Total Interest Income 
     
200,000  30% of ATI 
     
150,000  
Net Interest Expense 
     
360,000     
     
Taxable Income 
     
140,000  Interest Income 
     
200,000  
Add: Interest Expense 
     
360,000  30% of ATI 
     
150,000  
Adjusted Taxable Income 
     
500,000  
Floor Plan Financing 
Interest  N/A  
50% of ATI 
     
250,000    Total 
     
350,000  
     
Net Interest Expense 
     
360,000  Total Interest Expense 
     
560,000  
50% of ATI 
     
250,000  Less: Limitation 
     
350,000  
Excess Net Interest Expense 
     
110,000  Excess 
     
210,000  
     
Total Interest Expense 
     
560,000  Interest Deduction 
     
350,000  
Less: Excess Net Interest 
Expense 
     
110,000  Carry Forward 
     
210,000  
Interest Deduction  
     
450,000     
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Table 2 demonstrates a comparison between the prior and current code section using the same 
example. The left half of the table demonstrates how to calculate the business interest expense 
deduction using the prior Sec. 163(j). First, net interest expense is calculated by subtracting 
business interest income from business interest expense. Next, this value is added to the taxable 
income to be come to adjusted taxable income (ATI). Next, 50% of ATI is calculated and the 
value is subtracted by the net interest expense. This value is the excess interest expense. The 
business interest deduction is decreased by the excess interest expense, leaving the interest 
expense deduction for the year to be $450,000. Secondly, the right half of the table demonstrates 
Sec. 163(j) for the current tax code. In this, the interest expense deduction is limited by the sum 
of the interest income, 30% of adjusted taxable income, and the floor plan financing interest. In 
this example, there is no floor plan financing interest; therefore, it is not calculated as part of the 
limitation. The limitation is equal to the business interest income ($200,000) and 30% of 
adjusted taxable income ($150,000). This total is $350,000, meaning the corporation is allowed 
to deduct any amount of interest expense up to this amount. Since the corporation has $560,000 
interest expense for the year, $350,000 of it is deductible and $210,000 is carry forward into the 
succeeding tax years. Using this example, a corporation is better off using the prior code section. 
Table 2 was adapted and expanded from (Pasmanik, 2016). 
 
 
 
 
 
 
SEC. 163(J) ROLE IN DETERMING CAPITAL STRUCTURE 21 
 
 
Table 3 
Debt versus Equity Financing 
 
Table 3 provides a comparison between a corporations two options for their corporate structure: 
debt or equity. Corporations must make decision on the mixture of the two capitals that will 
benefit the company in the best way. Each item listed in the table is an important aspect to take 
into consideration when trying to decide.  
Adapted from (Cremades, 2018) 
  
Debt Financing
• Advantages:
Control and ownership
Once repaid, the debt liability 
is over
Create more tax deductions
• Disadvantages:
Requires repayment
Too much debt can negatively 
impact profitability and 
valuation
Equity Financing
• Advantages:
No fixed repayments
Potential to bring in more cash
Flexibility in distributions
Bringing in partners (possibly 
with influence, connection, and 
experience 
• Disadvantages:
Loss on control
Splitting profits with partners
Time and effort
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Table 4 
Influence of Rates on Business Interest Expense Deduction 
Example Capital Debt Total 
R: before 
tax rate of 
return on 
the book 
value of 
assets 
r: before tax rate 
interest on 
corporation’s debt 
Actual 
Interest 
Formula 
Limit 
Lesser of 
Actual 
and Limit 
Carried 
Forward 
Amount 
1 700 300 1000 0.08 0.08 24 24 24 0 
2 700 300 1000 0.08 0.09 27 24 24 3 
3 700 300 1000 0.09 0.08 24 27 24 0 
4 600 400 1000 0.08 0.08 32 24 24 8 
5 600 400 1000 0.08 0.09 36 24 24 12 
6 600 400 1000 0.09 0.08 32 27 27 5 
7 600 400 1000 0.08 0.06 24 24 24 0 
8 800 200 1000 0.05 0.08 16 15 15 1 
9 900 100 1000 0.05 0.08 8 15 8 0 
 
Table 4 shows the influence the rate of return on the assets and the rate of interest on corporation 
debt can have on the deductibility of business interest expense. The table shows 9 examples, 
where either the capital, debt, or the rates can change to show the impact on the interest expense 
deduction. 
Note adapted from (Seago et al., 2018) 
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